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or mechanism incorporating the in-
come-eligibility and affordability re-
strictions committed to in the ap-
proved AHP application for the dura-
tion of the retention period; or

(B) If authorized by the Bank, in its
discretion, the households are relo-
cated, due to the exercise of eminent
domain, or for expansion of housing or
services, to another property that is
made subject to a deed restriction or
other 1legally enforceable retention
agreement or mechanism incorporating
the income-eligibility and affordability
restrictions committed to in the ap-
proved AHP application for the remain-
der of the retention period; and

(iv) The income-eligibility and af-
fordability restrictions applicable to
the project shall terminate after any
foreclosure.

(9) Lending of AHP direct subsidies. If a
member or a project sponsor lends AHP
direct subsidy to a project, any repay-
ments of principal and payments of in-
terest received by the member or the
project sponsor must be paid forthwith
to the Bank, unless the direct subsidy
is being both lent and re-lent by a re-
volving loan fund ©pursuant to
§1291.5(c)(13) of this part.

(10) Special provisions where members
obtain AHP subsidiced advances—(i) Re-
payment schedule. The term of an AHP
subsidized advance shall be no longer
than the term of the member’s loan to
the project funded by the advance, and
at least once in every 12-month period,
the member shall be scheduled to make
a principal repayment to the Bank
equal to the amount scheduled to be re-
paid to the member on its loan to the
project in that period.

(i1) Prepayment fees. Upon a prepay-
ment of an AHP subsidized advance,
the Bank shall charge a prepayment
fee only to the extent the Bank suffers
an economic loss from the prepayment.

(iii) Treatment of loan prepayment by
project. If all or a portion of the loan or
loans financed by an AHP subsidized
advance are prepaid by the project to
the member, the member may, at its
option, either:

(A) Repay to the Bank that portion
of the advance used to make the loan
or loans to the project, and be subject
to a fee imposed by the Bank sufficient
to compensate the Bank for any eco-
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nomic loss the Bank experiences in re-
investing the repaid amount at a rate
of return below the cost of funds origi-
nally used by the Bank to calculate the
interest rate subsidy incorporated in
the advance; or

(B) Continue to maintain the advance
outstanding, subject to the Bank reset-
ting the interest rate on that portion
of the advance used to make the loan
or loans to the project to a rate equal
to the cost of funds originally used by
the Bank to calculate the interest rate
subsidy incorporated in the advance.

(b) Agreements between Banks and
project sponsors or owners. A Bank shall
have in place an agreement with each
project sponsor or project owner, in
which the project sponsor or project
owner agrees to repay AHP subsidies
directly to the Bank in accordance
with the requirements of
§1291.8(b)(2)(ii) of this part (if applica-
ble).

(c) Application to existing AHP projects
and units. The requirements of section
10(j) of the Act (12 U.S.C. 1430(j)) and
the provisions of this part, as amended,
are incorporated into all agreements
between Banks, members, project spon-
sors, and project owners receiving AHP
subsidies under the competitive appli-
cation program, and between Banks,
members and unit owners under the
homeownership set-aside program. To
the extent the requirements of this
part are amended from time to time,
such agreements are deemed to incor-
porate the amendments to conform to
any new requirements of this part. No
amendment to this part shall affect the
legality of actions taken prior to the
effective date of such amendment.

§1291.10 Conflicts of interest.

(a) Bank directors and employees. (1)
Each Bank’s board of directors shall
adopt a written policy providing that if
a Bank director or employee, or such
person’s family member, has a finan-
cial interest in, or is a director, officer,
or employee of an organization in-
volved in, a project that is the subject
of a pending or approved AHP applica-
tion, the Bank director or employee
shall not participate in or attempt to
influence decisions by the Bank regard-
ing the evaluation, approval, funding,
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monitoring, or any remedial process
for such project.

(2) If a Bank director or employee, or
such person’s family member, has a fi-
nancial interest in, or is a director, of-
ficer, or employee of an organization
involved in, an AHP project such that
he or she is subject to the requirements
in paragraph (a)(1) of this section, such
person shall not participate in or at-
tempt to influence decisions by the
Bank regarding the evaluation, ap-
proval, funding, monitoring, or any re-
medial process for such project.

(b) Advisory Council members. (1) Each
Bank’s board of directors shall adopt a
written policy providing that if an Ad-
visory Council member, or such per-
son’s family member, has a financial
interest in, or is a director, officer, or
employee of an organization involved
in, a project that is the subject of a
pending or approved AHP application,
the Advisory Council member shall not
participate in or attempt to influence
decisions by the Bank regarding the
approval for such project.

(2) If an Advisory Council member, or
such person’s family member, has a fi-
nancial interest in, or is a director, of-
ficer, or employee of an organization
involved in, an AHP project such that
he or she is subject to the requirements
in paragraph (b)(1) of this section, such
person shall not participate in or at-
tempt to influence decisions by the
Bank regarding the approval for such
project.

(c) No delegation. A Bank’s board of
directors shall not delegate to Bank of-
ficers or other Bank employees the re-
sponsibility to adopt the conflict of in-
terest policies required by this section.

§1291.11 Temporary
AHP contributions.

(a) Request to FHFA. If a Bank finds
that the contributions required pursu-
ant to §1291.2(a) of this part are con-
tributing to the financial instability of
the Bank, the Bank may apply in writ-
ing to the FHFA for a temporary sus-
pension of such contributions.

(b) Director review. (1) In determining
the financial instability of a Bank, the
Director shall consider such factors as:

(i) Severely depressed Bank earnings;

(ii) A substantial decline in Bank
membership capital; and

suspension of

12 CFR Ch. XII (1-1-10 Edition)

(iii) A substantial reduction in Bank
advances outstanding.

(2) Limitations on grounds for suspen-
sion. The Director shall not suspend a
Bank’s annual AHP contributions if it
determines that the Bank’s reduction
in earnings is due to:

(i) A change in the terms of advances
to members that is not justified by
market conditions;

(ii) Inordinate operating and admin-
istrative expenses; or

(iii) Mismanagement.

[71 FR 59286, Oct. 6, 2006, as amended at 73 FR
61664, Oct. 17, 2008]

§1291.12 Affordable Housing Reserve
Fund.

(a) Deposits. If a Bank fails to use or
commit the full amount it is required
to contribute to the Program in any
year pursuant to §1291.2(a) of this part,
90 percent of the unused or uncommit-
ted amount shall be deposited by the
Bank in an Affordable Housing Reserve
Fund established and administered by
the FHFA. The remaining 10 percent of
the unused and uncommitted amount
retained by the Bank should be fully
used or committed by the Bank during
the following year, and any remaining
portion shall be deposited in the Af-
fordable Housing Reserve Fund.

(b) Use or commitment of funds. Ap-
proval of applications for AHP sub-
sidies from members sufficient to ex-
haust the amount a Bank is required to
contribute pursuant to §1291.2(a) of
this part shall constitute use or com-
mitment of funds. Amounts remaining
unused or uncommitted at year-end are
deemed to be used or committed if, in
combination with AHP subsidies that
have been returned to the Bank or de-
committed from canceled projects,
they are insufficient to fund:

(1) The next highest scoring AHP ap-
plication in the Bank’s final funding
period of the year for its competitive
application program;

(2) Pending applications for funds
under the Bank’s homeownership set-
aside programs; and

(3) Project modifications approved by
the Bank pursuant to the requirements
of this part.

(c) Carryover of insufficient amounts.
Such insufficient amounts as described
in paragraph (b) of this section shall be
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